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Accounting Requirements 
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Investment Company Act 


By CHRISTOPHER H. KNOLL 


The Investment Company Act of 
1940, with certain exceptions, became 
effective November 1, 1940. It is 
comprehensive in scope, providing 
for full disclosure of operations of 
investment companies, and also for 
the regulation of their activities by 
the Commission within certain pre- 
scribed limits. This article deals 
with the features of the Act and 

-rules and regulations thus far 

promulgated thereunder which are 
of particular interest to the inde- 
pendent public accountant. 


REGISTRATION 


Under Section 8 of the Act, all 
investment companies, as defined in 
the Act, were required to file with 
the Commission a, notification of 
registration and subsequently a regis- 
tration statement. Management in- 
vestment companies, other than com- 
panies which issue periodic payment 
plan certificates or which are spon- 
sors or depositors of companies issu- 
ing such certificates, were required 
to file a formal registration state- 


ment on Form N-8B-1 on or before 
August 15, 1941, the date of filing 
being subject to change where a 
company’s fiscal year ended prior to 
November 30, 1941, or where other 
specified conditions existed. This 
registration statement is comprehen- 
sive in scope, including 66 items with 
many subdivisions. Items 1 to 64 
deal with questions relating to or- 
ganization, management, compensa- 
tion of management personnel, se- 
curities of registrant, policies, etc. 
Item 65 relates to historical financial 
information which must be submitted 
for the seven year period preceding 
the period for which income and 
surplus statements are filed. The 
historical financial information re- 
quired follows the lines of that re- 
quired by Form 15 under the Securi- 
ties Exchange Act of 1934. 

Item 66 deals with financial state- 
ments, and requires that a balance 
sheet as of the close of the fiscal 
year last completed and statements 
of income for the three last com- 
pleted fiscal years be filed for the 
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registrant, for the registrant and such 
majority-owned subsidiaries as the 
registrant elects to consolidate, and 
for each subsidiary not consolidated. 
In the case of a significant noncon- 
solidated subsidiary which is less than 
majority owned, it is required that 
a balance sheet be filed as of the 
close of the fiscal year last completed 
and a statement of income for the 
fiscal year ending with the date of 
the balance sheet. 

The form and content of financial 
statements, including supplementary 
schedules required to be filed, are 
governed by the applicable articles 
of Regulation S-X, including in- 
structions under Article 4 of that 
regulation as to consolidated or com- 
bined statements. 

Unless a subsidiary is significant, 
no financial statements are required 
to be filed with the registration state- 
ment. The definition of significant 
subsidiary given in the form ap- 
parently has been drawn up to meet 
the conditions peculiar to investment 
companies and may be applied in lieu 
of the definition of that term con- 
tained in Regulation S-X. 

The form also provides that all 
financial statements required to be 
filed shall be certified by an inde- 
pendent public accountant in accord- 
ance with Article 2 of Regulation 
S-X. 


PERIODIC AND OTHER REPORTS 


Section 30 of the Act requires 
that every registered investment com- 
pany shall file annually with the Com- 


mission such information, documents 
and reports as investment companies 
having securities registered on a na- 
tional securities exchange are re- 
quired to file annually pursuant to 
section 13(a) of the Securities Ex- 
change Act of 1934. 

Copies of every periodic or in- 
terim report or similar communica- 
tion containing financial statements 
and transmitted to security holders 
are required to be filed with the 
Commission not later than ten days 
after such transmission. 


This section also requires that 
every registered investment company 
shall transmit to its stockholders, 
at least semiannually, reports con- 
taining such of the prescribed infor- 
mation and financial statements or 
their equivalent, as the Commission 
may prescribe by rules and regula- 
tions for the protection of investors. 

Release No. 40, issued January 2, 
1941, among other things, requires 
by rule that information and financial 
statements specified in the Act be 
transmitted to stockholders of all 
registered management companies for 
the fiscal year or half-year first oc- 
curring on or after December 31, 
1940. The following information and 
financial statements are required as 
a minimum: 

(1) a balance sheet accompanied by a 


statement of the aggregate value of in- 
vestments on the date of such balance sheet. 


While not specifically mentioned in 
the rule, the investments may be 
carried on the balance sheet either 
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(a) at cost with a parenthetical no- 
tation as to market or fair value, or 
(b) at market or fair value with a 
parenthetical notation as to cost. 
(2) a list showing the amounts and val- 


ues of securities owned on the date of 
such balance sheet. 


The Act provides that securities 
for which market quotations are 
readily available shall be valued at 
market quotations, and that for other 
securities and assets, “fair value as 
determined in good faith by the 
Board of Directors” shall be used. 
“Notwithstanding the fact that mar- 
ket quotations for securities issued 
by controlled companies are available, 
the Board of Directors may in good 
faith determine the value of such 
securities; Provided, That the value 
so determined is not in excess of the 
higher of market value or asset value 
of such securities in the case of 
majority-owned subsidiaries, and is 
not in excess of market value in the 
case of other controlled companies.” 

Each security must be stated sepa- 
rately, except: 

(a) securities which, because be- 
lieved worthless, have been charged 
off on the books or written down to 
a merely nominal carrying amount 
may be omitted, provided that all 
securities charged off or written down 
since the effective date of the Act 
shall be separately listed in the next 
succeeding annual report ; 

(b) an amount not exceeding 5 
per cent of the aggregate value of 
securities shown on the list may be 


listed in one amount as “miscel- 
laneous securities,” if the securities 
so listed have been held for not more 
than one year prior to the date of 
the balance sheet or its equivalent, 
and have not previously been re- 
ported by name in any report or 
statement transmitted to stockholders 
or filed with the Commission or with 
any national securities exchange. 
(3) a statement of income, for the pe- 
riod covered by the report, which shall be 
itemized at least with respect to each cate- 
gory of income and expense representing 


more than 5 per cent of total income and 
expense. 


It is apparent that the Commission, 
in specifying this degree of itemiza- 
tion, has in mind full disclosure of 
items of income and expense. How- 
ever, it would seem that reasonable 
groupings of items of expense were 
intended within the meaning of ex- 
penses in the same category so as not 
unduly to burden the income state- 
ment with minor details. For ex- 
ample, legal and auditing expenses 
might be combined in the category 
of professional: fees. Other items 
which might be grouped are registrar 
and transfer agents’ fees, stationery, 
printing, postage and office supplies, 
rent and light, etc. 

(4) a statement of surplus, which shall 
be itemized at least with respect to each 
charge or credit to the surplus account 
which represents more than 5 per cent of 


the total charges or credits during the 
period covered by the report. 


(5) a statement of the aggregate re- 
muneration paid by the company during the 
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period covered by the report (A) to all 
directors and to all members of any advis- 
ory board for regular compensation; (B) 
to each director and to each member of an 
advisory board for special compensation ; 
(C) to all officers; and (D) to each person 
of whom any officer or director of the com- 
pany is an afhliated person. 


Items (A) to (C) are relatively 
easy to obtain from the records of 
an investment company. However, 
since the question of affiliation rests 
peculiarly within the knowledge of 
the officers and directors of the cor- 
poration, it would seem advisable that 
information called for by item (D) 
be obtained by the company in 
writing from such persons. The 
definition of “affiliated person” in- 
cludes persons owning directly or 
indirectly 5 per cent or more of the 
outstanding voting securities of an 
investment company. 

(6) a statement of the aggregate dol- 
lar amounts of purchases and sales of in- 
vestment securities, other than Government 
securities, made during the period covered 
by the report. 

Release No. 40 recognizes a dis- 
tinction between open-end and 
closed-end investment companies, and 
provides that open-end companies 
may include in reports to stockhold- 
ers as the equivalent of the conven- 
tional balance sheet and statement of 
surplus required in Section 30(d) 
the financial statements and certain 
other information hereinafter de- 
scribed. 

Instead of using the conventional 
form of balance sheet in which in- 
vestments are carried at cost and 


capital stock, capital surplus and 
earned surplus accounts are separately 
stated, open-end companies are per- 
mitted to include in the report to 
stockholders a statement of net as- 
sets. This statement must show its 
assets with investments priced at 
market quotations or, in the absence 
thereof, at estimated fair values, its 
liabilities and its net assets, indi- 
cating with respect to the latter the 
number and par value or stated value 
of shares applicable to such net as- 
sets. 

Instead of the conventional state- 
ments of capital surplus and earned 
surplus, a statement of changes in 
net assets for the period of the re- 
port may be made. This statement 
would show the amount of net assets 
at the beginning of the period (in- 
cluding investments priced at market 
or estimated fair value), the changes 
during the period, and the amount 
of net assets at the end of the period 
which will tie in with the statement 
of net assets. It is also provided 
that each charge which represents 
more than 5 per cent of the total 
charges during the period and each 
credit which represents more than 5 
per cent of the total credits during 
the period must appear as a separate 
item. 

In addition to the aforementioned 
statements, it is necessary to furnish 
the following supplementary infor- 
mation, which is not required when 
the conventional form of financial 


statements is used: 
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(1) the net asset value per share (on 
the basis of valuation used in the current 
statement of net assets) of the company’s 
securities at the date of the report and the 
beginning and end of each of the next pre- 
ceding three complete fiscal years. 


(2) a statement of the dividends de- 
clared per share during each such period 
together with the amount per share of such 
dividends declared out of sources other 
than net income for each such period, ex- 
cluding from such net income profits or 
losses realized on the sale of securities or 
other properties. 


DIVIDENDS 


Section 19 of the Act, and Release 
No. 71 announcing the adoption of 
rules thereunder, require that a writ- 
ten statement which adequately dis- 
closes the source or sources of divi- 
dend payments or distributions in the 
nature of dividends must accompany 
such payment if made wholly or 
partly from any source other than 

(1) accumulated net income, determined 
in accordance with good accounting prac- 
tice and not including profits or losses real- 


ized upon sale of securities or other prop- 
erties, or 


(2) net income so determined for the 
current or preceding fiscal year. 


An open-end investment company 
is permitted to treat as a separate 
source (requiring notice to stockhold- 
ers) its net profits from sale of se- 
curities and other properties during 
its current fiscal year, despite accu- 
mulated net losses from that source 
in prior years. This exception was 
apparently made because most of 
such companies qualify as “Mutual 
Investment Companies” under the 


provisions of the Internal Revenue 
Code, and are required to pay as 
taxable dividends at least 90 per cent 
of their taxable net income in order 
to qualify for the special tax benefit 
under the provisions of the Code. 

The rule also provides that, if pay- 
ment is made in whole or in part 
from net profits from sale of securi- 
ties and other properties, the written 
statement to stockholders shall indi- 
cate (after giving effect to such pay- 
ment) the deficit, if any, in the ag- 
gregate of realized profits, less losses, 
and the net unrealized appreciation 
or depreciation of portfolio securi- 
ties. The statement must also specify 
the amount, if any, of such deficit 
which represents unrealized deprecia- 
tion of portfolio securities. 

Because of this provision in the 
Act, it became necessary for invest- 
ment companies to make segregations 
of earned surplus accounts, either in 
the books of account or in memo- 
randum records, following the basis 
outlined in a letter to Paul Bartholet, 
Executive Director of the National 
Committee of Investment Companies, 
which accompanied Release No. 71 
and gave the following opinion of 
David Schenker of the Securities and 
Exchange Commission : 

Where, prior to November 1, 1940 (the 
effective date of the Investment Company 
Act) any legal allocation of dividend pay- 
ments has been made on the books or by 
resolution of the Board of Directors, or in 
some other appropriate manner, to one of 
the sources set out in Rule N-19-1, in my 
opinion, such allocation need not be 
changed. As to past dividends not so allo- 
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cated, it is my opinion that the following 
allocation should normally be followed: 
The total amount of such dividends ac- 
crued and declared in any fiscal year should 
be charged first to the accumulated undis- 
tributed net income, if any, at the close of 
such year, and any excess should be charged 
to the accumulated net profits from the 
sale of securities or other properties, if 
any, at the close of such year, and any ex- 
cess thereafter should be charged to paid- 
in surplus or other capital source. The de- 
termination of accumulated net profits 
from the sale of securities or other prop- 
erties should be made in accordance with 
the company’s financial accounts rather 
than its tax accounts. 


Custopy OF SECURITIES 


Release No. 172, which was issued 
pursuant to Section 17(f) of the 
Act, provides rules with respect to 
custody of securities maintained by 
management companies. 

Various safeguards are prescribed 
for the protection of the investors’ 
interests among which is the require- 
ment that such securities shall be 
verified by examination by an inde- 
pendent public accountant at least 
three times during the fiscal year. 
At least two of the dates for exami- 
nation shall be chosen by such ac- 
countants. A certificate of the ac- 
countant, stating that he has made 
an examination of such securities and 
describing the nature and extent of 
the examination, must be transmitted 
to the Commission promptly after 
each examination. 

Since many investment companies 
are audited by independent public 
accountants semiannually, this rule 
necessitates four security counts each 


year in order to comply with the 
requirement that two of the dates 
shall be chosen by the accountants. 

Unless the accountants have con- 
tinuous control over securities under 
arrangements with the bank that offi- 
cers of the company may not have 
access to securities unless accom- 
panied by a representative of the in- 
dependent accountants, it would seem 
advisable that certificate numbers of 
securities be accounted for by the 
accountants as well as the shares or 
principal amounts of securities on 
hand. In this way accountants will 
have the added assurance that there 
have been no substitutions of securi- 
ties prior to the date of count to 
cover up previous unauthorized with- 
drawals. 

A similar rule relating to examina- 
tion of securities by independent pub- 
lic accountants (requiring three ex- 
aminations, the date of one of which 
shall be chosen by the accountant), 
and the filing of their certificates 
with the Commission, was issued in 
respect of securities placed in the 
custody of a member of a national 
securities exchange. In such cases 
the importance of accounting for 
certificate numbers is manifest be- 
cause of the greater possibility of 
substitution of securities. 


RECOGNITION OF DIVERSIFIED IN- 
VESTMENT COMPANIES UNDER 
INTERNAL REVENUE CODE 


A company qualifying under the 
Investment Company Act of 1940 
and registered as a diversified com- 
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pany is exempt from excess profits 
tax. 


“Diversified company” as defined 
in the Act means a management com- 
pany which meets the following re- 
quirements : 

At least 75 per cent of the value of its 
total assets is represented by cash and cash 
items (including receivables), Government 
securities, securities of other investment 
companies, and other securities for the pur- 
poses of this calculation limited in respect 
of any one issuer to an amount not greater 
in value than 5 per cent of the value of 
the total assets of such management com- 
pany and to not more than 10 per cent of 
the outstanding voting securities of such 
issuer. 


Since long-term capital gains and 
dividend income are exempt for ex- 
cess profits tax purposes, investment 
companies will find little solace in 
this special recognition. However, 
should there be cases where net in- 
come from taxable interest and 
short-term capital gains and other 
taxable income are in excess of the 
credit for invested capital, it is im- 
portant that such companies main- 
tain their status as diversified com- 
panies in order to avail themselves of 
this special exemption from excess 
profits tax. 


Where a _ registered diversified 
company is in a borderline position 
with respect to the 5 per cent limita- 
tion on securities of any one issuer, 
it is difficult at times to make certain 
whether or not an additional purchase 
of securities will disqualify it from 
that classification. 


The definition of a diversified com- 
pany which is quoted above from the 
Act is ambiguous as to just how the 
5 per cent limitation shall be deter- 
mined. It has been argued that when 
read literally you might assume that 
30 per cent of the value of total as- 
sets might be invested in one com- 
pany, 5 per cent of which might be 
classified in the category of eligible 
investment and 25 per cent in the un- 
restricted category. It does not ap- 
pear that this argument will be sus- 
tained by the Commission. In re- 
sponse to a hypothetical case along 
these lines submitted to the Commis- 
sion, Mr. John H. Hollands, Acting 
Director, stated in substance that 
whenever more than 5 per cent of 
the total value of assets is placed 
in securities of one issuer, the per- 
centage so placed cannot be split 
into two parts, one of which is con- 
sidered as entering into the composi- 
tion of the 75 per cent referred to in 
the definition and the other of which 
is considered as allocated to the 25 
per cent regarding which investment 
is unrestricted. In other words, 
whenever an investment company has 
more than 25 per cent of its total 
assets placed in securities of one 
issuer, or has several investments 
each representing more than 5 per 
cent but the aggregate of which is 
more than 25 per cent, that company 
is not diversified within the statutory 
requirements. 


For the purpose of determining 
whether a diversified company has 
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maintained its status, it is provided 
that at any given date, assets owned 
at the end of the last preceding 
quarter may be valued at the market 
or fair value as of that date and 
securities and other assets since ac- 
quired may be taken at cost. To 
accomplish this determination, special 
balance sheets must be prepared 
from time to time because such fig- 
ures cannot be obtained directly from 
the companies’ books or monthly re- 
ports. It is also necessary to adopt 
a consistent basis of eliminating se- 
curities which have been disposed of 
since the last preceding quarter. In 
a release issued by the Commission 
on this point it was stated that such 
eliminations may be made on any 
one of the following bases, provided 
that the method adopted is con- 
sistently followed: (1) specific cer- 
tificate, (2) first-in, first-out, (3) 


last-in, first-out, or (4) average 
value. 
Release No. 11, under a relief 


provision of the Act, announced by 
rule that open-end companies meet- 
ing the requirements of a “mutual 
investment company” under the pro- 
visions of the Internal Revenue Code 
may use tax cost in lieu of the basis 
of valuation of securities prescribed 
for determining classification as a 
“diversified company.” The rule also 
provides for an alternative basis in 
respect of companies which are re- 
quired by state laws or rules and 
regulations thereunder to value se- 
curities owned at cost or a basis of 


value different from that prescribed 
by the Act. 


ACCOUNTS AND RECORDS 


Section 31 provides that every 
registered investment company, and 
every underwriter, broker, dealer, or 
investment adviser which is a 
majority-owned subsidiary of such a 
company shall maintain and pre- 
serve for such period as the Com- 
mission may prescribe by rules and 
regulations, accounts, books, and 
other documents as constitute the 
record forming the basis for financial 
statements required to be filed under 
Section 30 of the Act and of the 
auditors’ certificates relating thereto. 
Every investment adviser not a 
majority-owned subsidiary of, and 
every depositor of any registered in- 
vestment company, and every prin- 
cipal underwriter for any registered 
investment company other than a 
closed-end company, shall maintain 
and preserve for such period as the 
Commission shall prescribe by rules 
and regulations, such accounts, books, 
and other documents as are necessary 
or appropriate to record such per- 
son’s transactions with such regis- 
tered company. All accounts, books 
and other records are subject to ex- 
amination by the Commission from 
time to time as the Commission shall 
prescribe. 

The Commission may also issue 
rules and regulations providing for 
a reasonable degree of uniformity in 
the accounting policies and principles 
to be followed by registered invest- 
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ment companies in maintaining their 
accounting records and in preparing 
financial statements pursuant to the 
Act. Thus far no rules have been 
promulgated by the Commission un- 
der this provision of the Act. 


ACCOUNTANTS AND AUDITORS 


Section 32 provides that after 
November 1, 1941, no financial state- 
ments of a registered investment 
company accompanied by a certificate 
of an independent public accountant 
may be filed with the Commission 
unless such accountant shall have been 
selected by a majority of the mem- 
bers of the Board of Directors who 
are not affiliated in the sense that 
they are not investment advisers of, 
affiliated persons of an investment ad- 
viser of, or officers or employees of 
such registered company. 

It is also provided that such se- 
lection of accountants shall have been 
submitted to stockholders for ratifi- 
cation or rejection, and that their 
employment is conditioned upon the 
right of the company by vote of a 
majority of outstanding voting se- 
curities called for the purpose to 
terminate such employment forthwith 
without any penalty. 

The certificate or report of ac- 
countants must be addressed to both 
the Board of Directors and the se- 
curity holders of the company. 

The Commission is also authorized 
by the Act to require by rules and 
regulations that accountants and 
auditors keep reports, work sheets 
and other documents and papers re- 


lating to registered investment com- 
panies for such periods as the Com- 
mission shall prescribe and make 
them available for inspection by the 
Commission. 

The independent public account- 
ant’s responsibilities are emphasized 
in Section 34, which states, among 
other things, that it shall be unlawful 
for any person filing, transmitting, 
or keeping any document as required 
under the Act, to make any untrue 
statement of a material fact or to 
omit to state therein any fact neces- 
sary in order to prevent the state- 
ments made therein, in the light of 
the circumstances under which they 
were made, from being materially 
misleading. Any part of any such 
document which is signed or certified 
by an accountant or auditor in his 
capacity as such, shall be deemed to 
be made, filed, transmitted, or kept 
by such accountant or auditor, as 
well as by the person filing, transmit- 
ting or keeping the complete docu- 
ment. 


PENALTIES 


Any person who willfully violates 
any provision of the Act or of any 
rule, regulation or order thereunder, 
shall upon conviction be fined not 
more than $10,000 or imprisoned for 
not more than two years or both, 
but no person shall be convicted un- 
der this section for violation of any 
rule, regulation, or order, if he proves 
that he had no actual knowledge 
thereof. 

(Continued on page 17) 
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Montgomery Tax Books 


The 1941-42 edition of Colonel 
Montgomery’s federal tax handbooks 
came from the press in December. 
As usual, the field of federal taxa- 
tion has again been thoroughly re- 
viewed by Colonel Montgomery and 
his corps of assistants. They were 
hard put to it to prepare the manu- 
script for the printer in the short 
period that intervened between the 
enactment of the 1941 Revenue Act 
and the dead line set by the printer 





if the new edition were to be avail- 
able in December. 

The review of the tax situation re- 
quired not only a study of the new 
or amended provisions of the In- 
ternal Revenue Code, as enacted by 
the 1941 Act, but also of the de- 
cisions by the Board of Tax Appeals 
and the courts, and of the decisions 
anc rulings of the Treasury during 
the past year. 

The form in which the new edi- 
tion has appeared makes the books 
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more usable than ever. The enact- 
ment of an excess profits tax, with 
not only high rates of tax but also 
extremely complex law provisions 
for the computation of the tax, has 
increased, if that were possible, the 
importance of federal taxes on cor- 
porations. Therefore, the treatment 
of Excess Profits and Other Federal 
Taxes on Corporations now appears 
in a separate volume. A 1941-42 
Supplement to the Federal Tax 
Handbook of 1940-41 brings up to 
date the material contained in Vol- 
ume I of that edition which related 
principally to the income tax as dis- 
tinguished from other types of fed- 
eral taxes. The treatment of Fed- 
eral Taxes on Estates, Trusts and 
Gifts, which appeared in Volume II 
of the 1940-41 Handbook, has been 
revised and embodied in a separate 
volume for 1941-42. 

Not only our clients, but also the 
members of the staff at our various 
offices, will find the new books most 
helpful in respect of tax problems. 
At no time in the history of our 
country have taxes, and especially 
those imposed by the federal govern- 
ment, taken so heavy a toll from busi- 
ness and from our citizens generally, 
nor been so difficult of determina- 
tion, as under the complex provisions 


of the present Internal Revenue 
Code. 





Investment Company Act 


The Investment Company Act of 
1940 was the latest of a series giving 
the Securities and Exchange Com- 
mission regulatory jurisdiction over 
various financial activities in our 
country. As in the case of earlier 
acts under which the Commission was 
organized and given important regu- 
latory duties in the business and 
financial world, the Investment Com- 
pany Act has important accounting 
and auditing requirements, with 
which the accountant needs to be 
familiar, even though he may not 
pose as a specialist in the investment 
field. 

On November 26 Mr. Knoll, who 
has had unusually wide experience in 
the accounts of investment com- 
panies, delivered a lecture on ac- 
counting and auditing requirements 
of the Investment Company Act of 
1940 as part of a Seminar conducted 
by Rutgers University in Jersey City, 
N. J. 

Mr. Knoll has prepared a synopsis 
of his lecture which appears in this 
issue of our JoURNAL. It is com- 
mended to every member of our or- 
ganization for his careful perusal. 


mpm 
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The Bunkers Club 


On Tuesday afternoon, May 27th, 
forty-seven members of the Philadel- 
phia office golf club reported at 
Cedarbrook Country Club for our 
annual 18-hole medal play tourna- 
ment for The Drabenstadt Cup. The 
weather was perfect, the course in 
splendid shape, but the greens were 
extra large and slippery, which added 
many strokes to the scores of quite 
a few of the players. Only five broke 
100, but we had no scores turned in 
that entitled the players to be 
awarded tennis rackets as in former 
years (179, 184, 191, and up). 


The winners are listed below: 


Low net—The Drabenstadt Cup (for one 
year)—William L. Regan (72) 

Low gross—Edward J. Lynch (81) 

Low gross, Ist nine—Ralph T. Hand 

Low gross, 2nd nine—Harry H. Stein- 
meyer 

Low net, Ist nine—Walter R. Seibert 

Low net, 2nd nine—George N. Erkelenz 
and William E. Cryer, Jr. 

Low gross on par-3 holes—George A. 
Hewitt 

Nearest cup on first tee shot on 10th hole— 
Lucien B. Carpenter (Counsel) 

Birdies—W. Andrew Proud 

Kickers’ Handicap—A. Karl Fischer 

Putting Contest—Leslie A. Carfrey 


In awarding the prizes, we fol- 


lowed the usual procedure of giving 
not more than one prize to any one 
individual. 


The Bunkers Club desires to thank 
the firm, and the partners individu- 
ally, as well as Miss Ross, for con- 
tinued support in connection with the 
prizes for this tournament. 

The contestants having the eight 
low gross scores each year in this 
tournament compete at handicap 
match play for the Adam Averell 
Ross Golf Memorial Trophy, put up 
in 1938 by Mr. T. Edward Ross. The 
draw resulted in the following pair- 
ings: 

Edward J. Lynch v. Harry H. 
Steinmeyer ; 

William L, Regan v. Homer C. 
Hulse; 

William E. Cryer, Jr. v. George N. 
Erkelenz ; 

Leslie A. Carfrey v. Walter R. 
Seibert. 

Messrs. Lynch and Seibert came 
through in the upper and lower 
brackets, respectively. Because of 
the pressure of business this year, the 
playing of the final match did not 
take place until late in the fall. 

Mr. Lynch won the final match 
by the narrow margin of one up. 
The winner’s name has been en- 
graved on the Trophy, and he has 
been presented by Mr. Ross with a 
small replica thereof for his perma- 
nent possession. 

Bw. R. P. 








EE 


Notes 


13 





Notes 


The Philadelphia Chapter of the 
Pennsylvania Institute of Certified 
Public Accountants has had a reprint 
made in pamphlet form of Mr. Ross’ 
article on “Ripley V. Winkle, Pub- 
lic Accountant and Auditor,’ which 
originally appeared in the L. R. B. & 
M. JOURNAL. 

The following foreword has been 
incorporated in the pamphlet which 
is being distributed with the compli- 
ments of the Chapter: 


The author of Ripley V. Winkle needs 
no introduction to members of the Phila- 
delphia Chapter and others interested in 
accountancy. Mr. Ross began his career 
in public accounting on January 26, 1887; 
became a member of the Pennsylvania 
Association of Public Accountants (now 
the Pennsylvania Institute of Certified 
Public Accountants) when it was organ- 
ized on March 30, 1897; and has been a 
member of the Philadelphia Chapter since 
it was organized—so that the Philadelphia 
Chapter claims Mr. Ross as its own. His 
life has been devoted to the advancement 
of our profession in its every aspect, 
and he has always been an inspiration to 
those of younger generations who have 
the interest to work for its still further 
progress in public service. 

In writing “Random Recollections of 
an Eventful Half Century” for the L. R. 
B. & M. JournatL, in January, 1937, Mr. 
Ross quoted Franklin Allen’s definition of 
a public accountant, as follows,—“A pub- 
lic accountant should be a friend to the 
erring; a schoolmaster to the ignorant; 
a spur to the indolent; a warning to the 
trickster; an eye-opener to the wide- 
awake; a guide to Heaven!” Mr. Ross 


typifies the public accountant defined by 
Allen. 


In writing on Mr. Winkle, Mr. Ross, 
in a style true unto himself, has delved 
into history. We hope he will some time 
let his mind wander a bit into the future 
of accountancy and with his pen let us 
know what he thinks about that. 


The November 1941 issue of The 
Canadian Chartered Accountant 
contains the following reference to 


, Colonel Montgomery under the head- 


ing of “Glimpses of Current Ac- 
counting Literature” : 


4. Natural Business Year 


In an address delivered before the Union 
League Club in New York on 22nd May 
last, Colonel Robert H. Montgomery made 
pointed reference to the natural business 
year. 


“Adherence to one fiscal year, when 
efficiency and economy clearly require 
adoption of another, is inconsistent with 
sound business management. For every 
business enterprise there is a natural 
business year which should be adopted as 
its fiscal year. 

“The natural business year for a par- 
ticular enterprise is the period of twelve 
consecutive months which coincides with 
the annual cycle of operations of the 
enterprise. Generally, the natural busi- 
ness year will end when the business 
activities of the enterprise are at their 
lowest point in the annual cycle and 
when inventories, receivables and _lia- 
bilities are reduced to their annual mini- 
mum. The natural year-end usually oc- 
curs just before the beginning of heavy 
inventory replenishments in preparation 
for a new season.” 


The following observation from the 
president’s report to the shareholders of 
Hayes Steel Products Limited of 26th 
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March 1940 is an indication, he said, that 
certain companies, if they have not already 
realized it, are in the process of realizing 
the benefits to be derived from the use of 
the natural business year: 


“whereby our fiscal year will be changed 
to end July 31st. This change is recom- 
mended so that our fiscal year will then 
correspond with our normal business 
period, and will eliminate the costly 
procedure of interrupting production dur- 
ing our busiest season for the taking of 
inventory.” 

The “Talking Shop” column in 
The Tax Magazine, of which Lewis 
Gluick is the commentator, contained 
the following paragraph: 

That grandoldtimer, Robert H. Mont- 
gomery, who is both (accountant and law- 
yer) has just had published the 6th edi- 
tion of his famous Auditing. As usual the 
Ronald Press published this “Auditor’s 
Bible.” The Colonel is in the biblical post- 
graduate class, but his book is as modern 
as a printing-calculator. 

At the thirty-fourth annual flower 
show of the Horticultural Society of 
New York held at the American 
Museum of Natural History on No- 
vember 7 and 8, Mr. Thomas W. 
Little, gardener for Colonel and Mrs. 
Montgomery at their home in Green- 
wich, Conn., won one of the prizes 
for table decoration with flowers. 


On December 3 Mr. Staub ad- 
dressed the Southern Connecticut 
members of the Controllers Institute 
of America at a dinner meeting held 
at the Graduates Club in New 
Haven. The subject of his talk was 
“Federal Taxes Present and Pros- 
pective.” 


At the session of the American 
Accounting Association annual meet- 
ing in New York December 29 and 
30, which was devoted to thé general 
topic of the Association’s revised 
Statement of Accounting Principles 
Underlying Corporate Financial 
Statements, Mr. Staub presented a 
paper on “The Cost Principle.” 

The discussion by Mr. Staub of 
“The Treatment of Unamortized 
Discount and Expense and Redemp- 
tion Premiums in Bond Refunding 
Operations,’ which he had contrib- 
uted to the program of the 1941 an- 
nual meeting of the Controllers In- 
stitute, was published in the January, 
1942, issue of The Controller, the 
official organ of the Controllers Insti- 
tute. 


Mr. Lenhart has been appointed a 
member of the C. P. A. Grievance 
Committee by the Board of Regents 
of the State of New York. 


Since Mr. Russell’s speaking activi- 
ties were last reported in the JOURNAL 
Notes, he has spoken on the subject 
of Accounting for Defense Contracts 
to the N. A. C. A. chapters at 
Youngstown, Worcester and Phila- 
delphia, and to the Study Groups of 
the Detroit Chapter. He spoke on the 
subject of Internal Audit and Con- 
trol at the Akron chapter in October, 
and visited the Toledo and Saginaw 
Valley chapters as National Contact 
Director in September. Recently he 
spoke to the graduating class of the 
Walsh Institute of Accounting. 
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On October 20, Mr. Kork ad- 
dressed the annual convention of the 
American Institute of Funeral Di- 
rectors in Cleveland on the subject 
“Federal Income Taxes.” On No- 
vember 17, he addressed a joint meet- 
ing of the Cleveland Chapter of 
Robert Morris Associates and the 
Cleveland Bank Credit Men’s Asso- 
ciation on the same subject. 


Mr. Drabenstadt is a member of 
the Special Committee for Coopera- 
tion with Colleges on Behalf of Stu- 
dents Majoring in Accounting of the 


Philadelphia Chapter of the Penn- | 


sylvania Institute of Certified Public 
Accountants. 


Mr. Miller is a member of the 
Committee on Professional Ethics of 
the Illinois Society of Certified Public 
Accountants, and the following mem- 
bers of the Chicago staff have been 
appointed to the committees named: 
P. M. Armitage, Membership (vice-chair- 

man) 

W. D. Buge, Taxation 

K. I. Davis, Cooperation with Bar Asso- 
ciation 

Henry Hufnagel, Vocational Guidance 


Carl W. Lutz, Legislation (vice-chair- 
man) 


R. E. Petering, Technical Sessions 
J. E. Watte, Jr., Membership 


Mr. ;Dennis has been appointed 
chairman of the Public Relations 
Committee of the Ohio Society of 
Certified Public Accountants. 


Since the annual meeting of the 
American Institute of Accountants 
the following members of the firm 
have been appointed to the commit- 
tees shown below to serve for the 
Institute year 1941-42: 


T. Edward Ross: 
Education 
* History 
- Robert H. Montgomery, Executive 
Homer N. Sweet, Cooperation with 
o E.G, 


George R. Keast, Auditing Pro- 
cedure 
Prior Sinclair: 


Cooperation with Stock Ex- 
changes 
National Defense 
Norman J. Lenhart, Accountants’ 
Liability and Liability Insur- 
ance 
Walter A. Staub: 


Accounting Procedure (chair- 
man ) 


Terminology 


Hermon F. Bell, Cooperation with 
Controllers’ Congress 


Donald M. Russell, Technical 
Sessions 


Don S. Griffith, State Legislation 
Albert E. Hunter, Publications. 


Mr. E. Philip Ellenberger, of the 
Cleveland staff, has been appointed a 
member of the Institute’s Committee 
on Natural Business Year. 








16 





L. R. B. & Ms Journal 





Mr. Robert S. Warner, manager 
of our St. Louis office, is a member 
of the faculty of the American In- 
stitute of Banking and is serving 
as Program Director of the local 
chapter of the National Association 
of Cost Accountants. As secretary 
of the Missouri Society of Certified 
Public Accountants he was active in 
arranging for the visit to St. Louis 
on December 10 of the president of 
the American Institute of Account- 
ants, at which time there was a 
luncheon under the joint sponsor- 
ship of the state society and the 
Chamber of Commerce and a radio 
address by President McLaren. 





Mr. E. J. Barr of the Detroit staff 
spoke at the October meeting of the 
Michigan Association of Certified 
Public Accountants, and is a director 
of the Detroit Chapter of the N. A. 
C. A, 


Mr. Michael Ochis of our New 
York staff addressed a group of 
Philadelphia business men on Accel- 
erated Depreciation, in respect of in- 
come and excess profits taxes, at a 
luncheon meeting held at the Union 
League Club on November 28 last. 
Our Philadelphia office reported that 
the audience showed great interest 
and asked many questions. 


The November issue of The New 
York Certified Public Accountant, 
the monthly publication of the New 
York State Society of Certified Pub- 


lic Accountants, contained an article 
by Mr. Edward G. Carson, of our 
New York staff, on “Accounting for 
Nonferrous Metal Mine Develop- 
ment,” and another by Mr. R. G. An- 
kers, of our New York office, on 
“Staff Training for the Beginner in 
Professional Accounting.” Mr. An- 
kers had presented his paper at a 
joint meeting of the Minnesota So- 
ciety of Certified Public Accountants 
and the School of Business Adminis- 
tration of the University of Minne- 
sota on April 30 last. 


Mr. Mohle is supervising some 
courses in cost accounting which are 
being given in Houston by Texas 
A. & M. College. These courses are 
a part of the Management and Engi- 
neering Defense Training Course 
Program which is being conducted 
by that college at the instance of 
and under the sponsorship of the 
United States Department of Edu- 
cation. These defense training 
courses are offered as night classes, 
and the students are from a variety 
of local industries. 


Mr. R. G. Ankers, who is in 
charge of personnel work at our New 
York office, was one of the group of 
professional and business men who 
participated in a symposium con- 
ducted by the Pace Institute on Jan- 
uary 14 on the subject of Account- 
ancy—the Need for Trained Ac- 
countants in the Defense and War 
Program. 
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Mr. A. R. Kassander, of the New 
York staff, addressed the St. Louis 
Chapter of the National Association 
of Cost Accountants on January 20th 
on the subject of “Standard Costs and 
Budgets—How Do They Control?” 


Mr. H. M. Cryer has been ap- 
pointed a member of the Public Re- 
lations Committee of the Cleveland 
Chapter of the Ohio Society of Cer- 
tified Public Accountants. Mr. E. P. 
Ellenberger has been appointed 
chairman of the Committee on Press 
and Publicity for the Ohio Society 
of Certified Public Accountants. 


Mr. C. G. Wood and Mr. P. W. 
Myers, of the Rockford staff, are 


participating in a series of tax meet- 
ings to be held periodically through- 
out the winter under the sponsorship 
of the local chapter of the N. A. 
CA. 


Mr. H. G. Huffmon, of the Detroit 
staff, is chairman of the committee in 
charge of a series of five study group 
meetings on taxes for the Michigan 
Association of Certified Public Ac- 
countants. 


Mr. Roy T. Omundson, of the Chi- 
cago staff, has received his Illinois 
C.P.A. Certificate, and Mr. Russell 
B. Woolley, of the St. Louis staff, 
has passed the Missouri C.P.A. ex- 
amination. 





Investment Company Act 


(Continued from page 9) 


CONCLUSION 


Since investment companies are 
now classified among regulated en- 
terprises, it will be necessary for ac- 
countants making examinations of 
the affairs of such companies to give 
due consideration to the provisions 
of the Investment Company Act of 
1940 and the rules and regulations 
thereunder. Some of the important 
provisions relating to financial state- 
ments have been touched upon here- 
in, but since the Commission has not 


as yet issued rules and regulations 
under certain sections of the Act, 
it will be necessary for accountants 
to be watchful for future releases, 
particularly those which may be is- 
sued under Section 31, which pro- 
vides for a reasonable degree of uni- 
formity in the accounting policies and 
principles to be followed by regis- 
tered investment companies in main- 
taining their accounting records and 
in preparing financial statements re- 
quired under the Act. 
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Gold Diggers 


By James F. Ecan 
(San Francisco Office) 


Saturday, August 23, 1941. 
Dear Oscar: 


Back in good old Seattle. A beau- 
tiful city, with Puget Sound and the 
Olympics to the west and Lake Wash- 
ington and the Cascades to the east. 
A great world port, terminus of the 
railroads, center of a vast agricul- 
tural and lumber district. Oscar, I 
could go on and on about the gor- 
geous sunsets over Puget Sound with 
the mountains in the background, the 
ocean beaches, the mountain streams, 
the mighty forests and all that. Why 
am I in Seattle and what am I do- 
ing here? Well, it seems that our 
Boston office telephoned to us at San 
Francisco yesterday that it was time 
for me to go to Alaska for the an- 
nual examination and review of the 
gold dredging operations of one of 
our clients, so I’m shoving off to- 
morrow morning on the Pan Amer- 
ican “Lodestar” in the general direc- 
tion of the North Pole. 


Sunday, August 24, 1941. 


Arrived in Juneau this evening 
about dinner time. We were sched- 
uled to leave Seattle at ten o'clock 
this morning, but did not get away 
until nearly one in the afternoon be- 
cause the south bound plane was held 
up in Prince George on account of 


bad weather and was late into Seattle. 
That was the plane we had to take 
north again after it refueled. 

In the afternoon we got into the 
glacier country. It’s a real thrill to 
play leap frog over those mammoth 
rivers of ice and to speculate on 
what would happen if you had to 
make a forced landing. We will 
stop overnight in Juneau and hop 
off for Fairbanks in the morning, 


Wednesday, August 27, 1941. 


Fairbanks, golden heart of the 
north! A quarter of a century ago 
this was a log cabin mining camp. 
Maybe you know, Oscar, that my 
Dad came up here in the gold rush 
of 1898 with a company of thirty 
men from Cleveland, composed of 
street car conductors, mailcarriers, 
carpenters and such. They each put 
in $1,000 and incorporated under the 
name of Cleveland-Alaskan Gold 
Mining and Milling Company. I re- 
member that Dad borrowed the 
money by putting our house in hock. 
In Seattle they stopped long enough 
to build a wooden steamer, which 
they named the “Argo,” and a 
lighter for supplies. The steamer 
was a small one, 135 feet in length. 
After a stormy voyage across Bering 
Sea, during which the lighter was 
lost in rough weather, they reached 
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St. Michael, at the mouth of the 
Yukon. Their inexperience is indi- 
cated by the fact that the steamer 
which they built in Seattle could not 
navigate the Yukon because the water 
was too shallow, so they had to 
transfer to a vessel of shallow draft 
in order to continue their journey. 
They sent the “Argo” back to Seattle 
with one of the party. He sold it 
for $12,000 and that was the last 
they ever saw of him or the dough. 
They finally reached Rampart, which 
is 86 miles from Fairbanks, and com- 
menced placer mining. Luck was 
against them, and inside of two years 
they had all given it up and gone 
back to Cleveland, flatter than Sitting 
Bull’s bustle, all except Dad and his 
brother, my Uncle Mike. They 
stayed ten years with fairly good re- 
sults. Dad came home to Cleveland 
in 1908, but my Uncle Mike re- 
mained on the west coast and now 
lives in Long Beach, California, 

The principal business of Fair- 
banks is placer mining. On the 
creeks around here there are nu- 
merous large dredges, any one of 
which will handle from nine to ten 
thousand cubic yards of gold-bearing 
gravel per day. 

Before dredging can be done, the 
placer areas must be stripped of muck 
and thawed with cold water, which 
are very expensive operations. Engi- 
neering skill is an important factor 
in gold dredging. 

The fellows around the Fairbanks 
office are a very decent lot and I 
enjoyed my visit. 


Wednesday, September 3, 1941. 


Here I am, Oscar, in Nome, which 
is the jumping off place to Siberia. 
The Lockheed Electra made the hop 
from Fairbanks in just about three 
hours. I got a good aerial view cf 
the placer mining operations around 
Fairbanks. 

Gold was first discovered in Nome 
about 1898 and caused a stampede 
which surpassed even that of the 
California’s Mother Lode of ’49. 
These early stampeders were Alaska’s 
real pioneers. 

Today, the dredges and draglines 
have supplanted picks and pans, but 
out on the creeks may still*be seen 
old shafts and diggings, abandoned 
boilers and occasionally a weather- 
beaten sourdough prospector. 

I picked up a few ivory gadgets 
from the King Islanders. These 
gents are Eskimos who live on King 
Island, about 90 miles out in Bering 
Sea. All winter they hunt walrus 
and when the ice breaks up in the 
spring they come over to the main- 
land in large canoes, set up tents, 
and carve gadgets from walrus tusks. 
They trade the gadgets to the stores 
for merchandise and are particularly 
fond of gumdrops. I also bought a 
beautiful pair of mink furs for 
twenty-five bucks. 


Monday, September 8, 1941. 


Alaska is a paradise for the big 
game hunter. Imagine, Oscar, 
chasing a Kodiak brown bear, the 
largest carnivorous animal on earth! 
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Or him chasing you! There are 
also grizzly bears, black bears, polar 
bears and bears that ain’t bears at 
all, like Ted Baer, over to Boise. 
If you don’t want bears we have 
moose, mountain sheep, mountain 
goats, and caribou, which latter are 
so plentiful they get under your feet. 

Fish? Oscar, the speckled and 
brown trout in the creeks around 
Nome are so hungry you have to 
hide behind a tree to bait your hook. 
The lake trout reach a length of sev- 
eral feet and a weight of 60 pounds; 
specimens weighing 35 pounds are 
not uncommon. It makes me dizzy 
to think about it. 


I do not guarantee the strict ac- 
curacy of these “fish” statements but 
they were obtained from sources 
which I consider reliable, i. e., the 
tourist folders published by the 
steamship companies. 

The arrival today of two plane- 
loads of Russians, bound from Mos- 
cow to Washington, D. C., caused a 
flurry around the village. 


Wednesday, September 17, 1941. 


Back in Seattle. Coming back on 
the plane’ I met Nelson Rockefeller, 


who had been doing a bit of shoot- 
ing around White Horse. Big game, 
not craps! We had a couple of 
hours wait at the Seattle airport so 
he invited me to dinner, which was 
mighty nice of him. 


Thursday, September 18, 1941. 


Oscar, I’m back in San Francisco, 
but not without some regrets. The 
daylight nights and sunlit days kind 
of get under your hide. Sometimes 
I think that the Midnight Sun works 
overtime. Breath-taking scenery, 
tremendous glaciers and majestic 
mountains contrasting with flower- 
carpeted valleys. Rivers and lakes 
teeming with fish. Rugged country 
abounding in bear, moose, caribou 
and big-horn sheep. Little towns 
where the new and the old rub el- 
bows. Totem poles right next to 
modern curio shops. A land fabled 
in song and story. The land of 
Jack London and Robert W. Serv- 
ice. Remember Dangerous Dan Mc- 
Grew? A land where gold mining, 
logging and trapping are still big 
business. 

Your old pal, 


Jimmy 
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